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The purposeof this bulletin is to outline nationwide regulatorychangesthat will affect the
placementof nonadmittedinsurancein Illinois. TheNonadmittedandReinsuranceReformAct
of 2010(“NRRA”), 15 U.S.C. § 8201 et seq.,providesthatonly an insured’s“Home State”may
requirethepaymentof premiumtax for nonadmittedinsurance. Moreover,theNRRA subjects
theplacementofnonadmittedinsurancesolely to thestatutoryandregulatoryrequirementsofthe
insured’sHome State,and providesthat only the insured’sHome Statemay requirea surplus
linesbrokerto be licensedto sell, solicit ornegotiatenonadmittedinsurancewith respectto such
insured. 15 U.S.C. § 8202(a),(b). “Nonadmittedinsurance,”asdefinedin 15 U.S.C. § 8206(9),
appliesonly to propertyandcasualtyinsurance(excludingworkers’ compensation).

TheNRRA becomeseffectiveonJuly 21, 2011. For nonadmittedinsurancebusinessplacedon
or after July 21, 2011, the following information is provided for the benefit of insurers,
producers,andinsureds:

Whatis thescopeof theNRRA?

TheNRRA statesthat “the placementof nonadmittedinsuranceis subjectto the statutoryand
regulatoryrequirementssolely of the insured’shome state” and that the NRRA “may not be
construedto preemptany Statelaw, rule, or regulationthat restrictstheplacementof workers’
compensationinsuranceor excessinsurancefor self-fundedworkers’ compensationplanswith a
nonadmittedinsurer.” 15 U.S.C. § 8202. TheNRRA doesnot expandthe scopeof thekinds of
insurancethat an insurermaywrite in thenonadmittedinsurancemarketandeachstatecontinues
to determinewhich kinds of insurancean insurermay write in that state. Although theNRRA
preemptscertainstatelawswith respectto nonadmittedinsurance,it doesnothaveany impacton
insuranceofferedby insurerslicensedorauthorizedin this state.



Whatis theinsured’sHomeStatefor purposesof a particularplacement?

Illinois is the insured’sHome Stateif the insuredmaintainsits principalplaceofbusinesshere
or, in the case of an individual, the individual’s principal residenceis here. If Illinois is
consideredtheinsured’sHomeState,only Illinois’ requirementsregardingtheplacementof such
businesswill apply, If 100%of theinsuredrisk is locatedoutsideof Illinois, thentheinsured’s
Home Stateis thestateto which thegreatestpercentageof theinsured’staxablepremiumfor that
insurancecontractis allocated.

If morethanoneinsuredfrom anaffiliate grouparenamedinsuredson a singlenonadmitted
insuranceplacement,Illinois will be consideredtheHomeStatefor thatplacementif Illinois is
theHomeStateofthememberof theaffiliated groupthathasthelargestpercentageofpremium
attributedto it undersuchinsurancecontract.

How will theserules beapplied?

Newandrenewalpolicieswith aneffectivedateprior to July 21, 2011 will besubjectto the laws
andregulationsof Illinois and otherjurisdictions, asapplicable,as of the policy effective date.
Thelaws andregulationsof Illinois andotherjurisdictions,asapplicable,asoftheeffectivedate
of sucha policy will also apply to anymodificationto thatpolicy duringthe policy period,such
asall endorsements(including risk- and premium-bearingendorsements),installmentpayments
andpremiumaudits. New and renewalpolicieswith aneffectivedateonor afterJuly 21, 2011,
and any modifications thereto,will be subjectonly to the laws and regulationsof Illinois if
Illinois is theHomeStateof the insured.

What are the requirements for premium tax allocation and payment in Illinois?

As of July 21, 2011, theNRRA permits only theinsured’sHomeStateto requirethepaymentof
premiumtax for nonadmittedinsurance.Until July 21, 2011,the lawsandregulationsof Illinois
and otherjurisdictions,asapplicable,will continueto apply to premiumtax due on multi-state
placements.

It is theintentof theDepartmentto issueadditionalbulletinsif andwhenIllinois begins
participatingin atax sharingarrangement.Until additionalbulletinsareissued,theIllinois tax
rateshouldbe appliedto newandrenewalpolicieswith aneffectivedateonorafterJuly 21,
2011,whenIllinois is the insured’sHomeState. For any surplusline policy or renewaleffective
July 21, 2011 or later,whereIllinois is thehomestate(asdefinedby theNRRA), theIllinois
surplusline tax appliesto 100%ofpremiumandtheIllinois Fire Marshaltax appliesto 100%of
thepremiumasadjustedby thepublishedschedule.



Whatarethelicenserequirementsfor brokers?

Only theinsured’sHomeStatemayrequirea surpluslinesbrokerto be licensedto sell, solicit or
negotiatenonadmittedinsurancewith respect to a particular placement. If Illinois is the
insured’sHome State,thesurpluslinesbroker mustbe licensedin Illinois, TheNRRA provides
that Illinois may not collectlicensingfeesfor surpluslinesbrokersasof July 21, 2012, unless
Illinois participatesin theNAIC’s nationalinsuranceproducerdatabaseor anyotherequivalent
uniform nationaldatabase.15 U.S.C. § 8203. Illinois anticipatesthat it will participatein the
National InsuranceProducerRegistry (NIPR), which provides such a database,within the
requireddeadline.

When are the requirements for a diligent search and when is a diligent search not
required?

TheSurplusLine producermustexertdiligent effort to procurethepoliciesor contractsrequired
by theinsuredsfrom companieswhichareauthorizedto transactbusinessin Illinois (Section445
of The Code). Diligent effort by the Surplus Line producershall be deemedto have been
exercisedif the SurplusLine producerorthereferring insuranceproducershallsubmita risk to
three or more authorizedcompanies,which are engagedin writing in Illinois the type of
coveragesought,or if thereareno companiesactuallyengagedin writing suchcoverage,therisk
shall be submitted to companieswhich, in the Surplus Line producefs or the insurance
producer~sprofessionaljudgment, are the most likely to accept the risk. The surplus line
producermustmaintainwith thecopy ofthe insurancethat wasplaceda recordof suchdiligent
effort which muststatethe nameof the authorizedcompaniesand the individuals contactedat
eachcompanywho declinedtherisk. If thediligent effort wasmadeby the insuranceproducer,
the surplusline producermust maintaina written recordsignedby the insuranceproducerthat
the insuranceproducermadesuchdiligent effort, and the insuranceproducermust maintaina
recordthat statesthe nameof the authorizedcompaniesand the individuals contactedat each
companywhodeclinedtherisk.

On or after July 21, 2011, a surplus lines broker seekingto procure or place nonadmitted
insuranceon behalfof an “exemptcommercialpurchaser”is not requiredto performa diligent
searchif: 1) thebrokerhasdisclosedto the exemptcommercialpurchaserthat insurancemayor
maynot be available from the admittedmarket that may provide greaterprotectionwith more
regulatory oversight; and 2) the exemptcommercialpurchaserhassubsequentlyrequestedin
writing for the brokerto procureor placesuchinsurancefrom a nonadmittedinsurer. “Exempt
commercialpurchaser”is definedbelow.

What are the eligibility requirements for nonadmitted insurers?

The NRRA restrictsthe eligibility requirementsa statemay imposeon nonadmittedinsurers.
See15 U.S.C. § 8204. For nonadmittedinsurersdomiciled in a U.S. jurisdiction, a broker is
permittedto placenonadmittedinsurancewith suchinsurersprovided they areauthorizedto
write suchbusinessin theirstateofdomicile and maintainminimumcapitalandsurplusof $15
million [or theminimumcapitalandsurplusamountrequiredin Illinois whicheveris greater].



For nonadmittedinsurersdomiciled outsidethe U.S., a broker may placebusinesswith such
insurersprovided the insurer is listed on the QuarterlyListing of Alien Insurersmaintainedby
theInternationalInsurersDepartmentoftheNAIC.

Whatarethekey definitionsfrom theNRRA?

TheNRRA includesseveraldefinitionsrelevantto Illinois’ implementationof its requirements.
Key definitionsincludethefollowing:

- “Exempt commercialpurchaser”: The term “exemptcommercialpurchaser”meansany
personpurchasingcommercialinsurancethat, atthetimeofplacement,meetsthefollowing
requirements:

(A) The personemploys or retains a qualified risk managerto negotiateinsurance
coverage.

(B) The person has paid aggregatenationwide commercial property and casualty
insurancepremiumsin excessof $100,000in the immediatelypreceding12 months.
(C) (i) Thepersonmeetsat least1 ofthefollowing criteria:

(I) The personpossessesa net worth in excessof $20,000,000,as such
amountis adjustedpursuantto clause(ii).
(II) The persongeneratesannualrevenuesin excessof $50,000,000,as
suchamountis adjustedpursuantto clause(ii).
(III) The personemploysmore than 500 full-time or full-time equivalent
employeesper individual insuredor is a memberof an affiliated group
employingmorethan 1,000employeesin the aggregate.
(IV) Thepersonis a not-for-profit organizationor public entity generating
annualbudgetedexpendituresof at least$30,000,000,assuchamount is
adjustedpursuantto clause(ii).
(V) The personis a municipality with a populationin excessof 50,000

persons.
(ii) Effective on the fifth January1 occurringafter the dateof the enactmentof
this subtitle and each fifth January 1 occurring thereafter, the amounts in
subclauses(I), (II), and (IV) of clause (i) shall be adjusted to reflect the
percentagechangefor such5-year period in the ConsumerPrice Index for All
UrbanConsumerspublishedby the Bureauof Labor Statisticsofthe Department
of Labor. 15 U.S.C.§ 8206(5).

- “Home State”:
(A) In General.—Exceptasprovidedin subparagraph(B), theterm“home State”means,
with respectto an insured—

(i) the Statein which an insuredmaintainsits principalplaceofbusinessor, in the
caseofan individual,the individual’sprincipal residence;or
(ii) if 100 percentof the insuredrisk is locatedout of the Statereferredto in
clause(i), the State to which the greatestpercentageof the insured’staxable
premiumfor that insurancecontractis allocated.

(B) Affiliated Groups.—Ifmore than 1 insured from an affiliated group are named
insuredson a singlenonadmittedinsurancecontract,the term“home State” meansthe



homeState,asdeterminedpursuantto subparagraph(A), of thememberof the affiliated
group that has the largestpercentageof premium attributedto it undersuchinsurance
contract. 15 U.S.C. § 8206(6).

- “Independentlyprocuredinsurance”: Theterm”independentlyprocuredinsurance”means
insuranceprocureddirectly by an insuredfrom anonadmittedinsurer,15 U.S.C.§ 8206(7).

- “Nonadmittedinsurance”: The term “nonadmittedinsurance” meansany property and
casualtyinsurancepermittedto be placeddirectly or through a surplus lines broker with a
nonadmittedinsurereligible to acceptsuchinsurance.15 U.S.C. § 8206(9).

- “Nonadmitted insurer”: Theterm“nonadmittedinsurer”—
(A) means,with respectto a State, an insurernot licensedto engagein the businessof
insurancein suchState;but
(B) doesnot include arisk retentiongroup,asthattermis definedin section2(a)(4)of the
Liability Risk RetentionAct of 1986(15 U.S.C. 3901(a)(4)). 15 U.S.C. § 8206(11).

- “Premium tax”: The term “premium tax” means, with respect to surplus lines or
independentlyprocuredinsurancecoverage,any tax, fee,assessment,or otherchargeimposedby
a governmententity directly or indirectly basedon any paymentmadeas considerationfor an
insurancecontract for suchinsurance,including premium deposits,assessments,registration
fees,andanyothercompensationgivenin considerationfor a contractof insurance. 15 U.S.C. §
8206(12).

- “Qualified risk manager”: The term “qualified risk manager”means,with respectto a
policyholderof commercialinsurance,apersonwho meetsall of thefollowing requirements:

(A) The personis anemployeeof, or third-party consultantretainedby, the commercial
policyholder.
(B) The personprovidesskilled servicesin lossprevention,loss reduction,or risk and
insurancecoverageanalysis,andpurchaseof insurance.
(C) Theperson—

(i) (I) has a bachelor’s degreeor higher from an accreditedcollege or
university in risk management, business administration, finance,
economics, or any other field determined by a State insurance
commissioneror other Stateregulatoryofficial or entity to demonstrate
minimumcompetencein risk management;and
(II) (aa) has 3 years of experience in risk financing, claims

administration, loss prevention, risk and insuranceanalysis,or
purchasingcommerciallinesofinsurance;or
(bb)has—

(AA) a designationasa CharteredPropertyand Casualty
Underwriter(in this subparagraphreferredto as“CPCU”)
issued by the American Institute for CPCU/Insurance
InstituteofAmerica;
(BB) a designationas an Associatein Risk Management
(ARM) issued by the American Institute for
CPCU/InsuranceInstituteofAmerica;



(CC) a designation as Certified Risk Manager (CRM)
issuedby the NationalAlliance for InsuranceEducation&
Research;
(DD) a designationasa RIMS Fellow (RF) issuedby the
GlobalRisk ManagementInstitute;or
(EE) any other designation, certification, or license
determinedby a State insurancecommissioneror other
Stateinsuranceregulatoryofficial or entity to demonstrate
minimumcompetencyin risk management;

(ii) (I) has at least 7 years of experience in risk financing, claims
administration,loss prevention,risk and insurancecoverageanalysis,or
purchasingcommerciallinesofinsurance;and
(II) hasany 1 ofthedesignationsspecifiedin subitems(AA) through(EE)
ofclause(i)(II)(bb);

(iii) hasat least10 yearsof experiencein risk financing, claims administration,
lossprevention,risk andinsurancecoverageanalysis,or purchasingcommercial
linesof insurance;or
(iv) has a graduatedegreefrom an accreditedcollege or university in risk
management,businessadministration, finance, economics,or any other field
determinedby a StateinsurancecommissionerorotherStateregulatoryofficial or
entity to demonstrateminimum competencein risk management. 15 U.S.C. §
8206(13).

- “Surplus lines broker”: The term “surplus lines broker” meansan individual, firm, or
corporationwhich is licensedin a Stateto sell, solicit, ornegotiateinsuranceonproperties,risks,
or exposureslocatedor to be performedin a Statewith nonadmittedinsurers. 15 U.S.C. §
8206(15).

- “State”: Theterm “State” includesany Stateof the UnitedStates,the District of Columbia,
theCommonwealthofPuertoRico, Guam,theNorthernMarianaIslands,theVirgin Islands,and
AmericanSamoa. 15 U.S.C. § 8206(16).


